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Multiplier Revision Worksheet (Higher Level Only)
This concept relates directly to the circular flow of income. The national income multiplier considers how an increase in injections into the circular flow will change the level of national income in the economy.

To recap-

· Injections: Investment (I), Government Spending (G) and Exports (X)

· Withdrawals: Saving (S), Taxation(T) and Imports (M)

If there is an injection into the circular flow the increase in national income will depend upon the level of withdrawals in that economy.

Marginal Propensity

The concept of marginal propensity considers the proportion of an increase in consumer’s income that will be spent on the variable under consideration. 

For example the marginal propensity to consume (mpc) measures the increase in personal consumption following an increase in income. E.g if the mpc is 0.6 this implies that if the individual receives an extra £1 of income they will spend 60p.

Marginal propensity can also be applied to saving, tax and imports.

Calculating the Multiplier

The multiplier can be calculated in the following way:

1/1-mpc

Which is equivalent to:

1/mps + mpt + mpm

Remember that mpc +mps + mpt + mpm = 1

Therefore the smaller the value of the withdrawals (and the larger the value of the mpc) the larger the value of the multiplier.

£6bn is due to be spent by the UK government in order to prepare London for the 2012 Olympics. This will bring a significant multiplier effect upon the UK Economy.

Example 1

Assume that the mpc = 0.7

Therefore change to national income following £6bn injection-

£6bn * 1/(1 – 0.7) =  £19.9bn

Example 2

Assume that the mpc = 0.3

Therefore change to national income following £6bn injection-

£6bn * 1/(1 – 0.3) =  £8.6bn

Multiplier Question Bank

1) Calculate the multiplier for an economy where the marginal propensity to consume is 0.65.

2) By how much will national income increase if there is an injection of £100,000 (use the value of the multiplier calculated in Q1)

3) An economy has a mpc of 0.45, calculate the amount of injections that would be needed to increase national income by £20,000,000

Short Answers [10 Marks]

1) A company builds a new production unit in a certain country. Explain how this investment is likely to have a ‘multiplier’ effect, and discuss reasons why this might take time to work.

2) International comparisons of multiplier values reveal significant variations between countries. One estimate suggested that the multiplier values were 1.42 for the UK, 1.13 for Germany and 1.76 for Japan.

Explain why the multiplier may vary between countries

3) Explain how a change in the rate of income tax is likely to affect the size of the national income multiplier

4) Explain why a decrease in the marginal rate of taxation is likely to lead to an increase in the size of the multiplier
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